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INFO OCT-01 AF-10 EUR-25 NEA-10 ISO-OO EB-11 SCI-06 SCEM-02 

INT-08 TRSE-00 COME-OO NIC-01 CIAE-00 DODE-OO PM-07 
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S PC-03 SS-20 USIA-15 DRC-01 /166W 
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R 270950Z DEC 73 
FM AMCONSUL HONG KONG 
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INFO AMEMBASSY BONN 
AMEMBASSY CAIRO 
AMEMBASSY JIDDA 
AMEMBASSY LONDON 
AMEMBASSY MOSCOW 
AMEMBASSY PARIS 
AMEMBASSY TAIPEI 
AMEMBASSY TOKYO 
AMEMBASSY ALGIERS 
USLO PEKING 

CONFIDENTIAL HONG KONG 12941 

E.O. 11652: GDS 
TAGS: PFOR, CH, XF 

SUB J : PEKING TAKES NOTE OF ARAB OIL DECISIONS 

SUMMARY: NCNA REPORTED WITH OBVIOUS APPROVAL THE PARTIAL 
RELAXATION OF ARAB OIL RESTRICTIONS. IT HAS NOT YET, HOWEVER, 
REPORTED SUNDAY'S DECISION BY PERSIAN GULF PRODUCERS TO 
SHARPLY INCREASE THE PRICE OF OIL, A DECISION WHICH MAY BE 
COSTLY FOR THE PRC. END SUMMARY. 

1. NCNA (DEC 25) REPORTED THE OAPEC DECISIONS TO EASE THE 
CUTBACK IN OIL SUPPLIES, PROVIDE SPECIAL TREATMENT TO JAPAN, 
AND RETAIN THE EMBARGO ON THE UNITED STATES AND THE 
NETHERLANDS. THE ARTICLE QUOTES THE OAPEC STATEMENT THAT THE 
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ARAB STATES DO NOT INTEND TO CAUSE "ECONOMIC DISASTER TO ANY 
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NATION OR GROUP OF NATIONS.” 

2. THE REPORT CLEARLY EVIDENCES PEKING'S PLEASURE WITH THIS DEVELOP 
MENT. CHINA DOES NOT SAVOR THE POSSIBILITY EITHER OF A WEAKENED 
WEST OR A DESPERATE JAPAN BOTH OF WHICH MIGHT RESULT FROM A PRO- 
LONGED ARAB BOYCOTT. 

3. SIMILARLY, PEKING'S VIEW OF THE DEC. 23 PRICE INCREASE 

BY PERSIAN GULF OIL SUPPLIERS IS PROBABLY NEGATIVE. NCNA HAS NOT 
YET REPORTED THE PRICE DECISION. PEKING PRESUMABLY 
IS AWARE OF THE ADVERSE EFFECT THE 
PRICE INCREASE WILL HAVE ON MANY DEVELOPING COUN- 
TRIES, ITSELF INCLUDED, AS WELL AS ITS IMPACT ON JAPAN AND WESTERN 
EUROPE. AT THE SAME TIME, HOWEVER, NEWS AGENCY REPORTS FROM TOKYO 
SAY THE CHINESE HAVE ALREADY INFORMED THE JAPANESE THAT THE PRICE 
OF PRC OIL BEGINNING IN JANUARY WILL BE 2.7 TIMES THE CURRENT LEVEL 
TO BRING IT IN LINE WITH THE GULF OIL PRICE. 

4. THE NET EFFECT OF THE PRICE RISE ON CHINA ITSELF WILL DEPEND 
ON THE RELATIVE CHANGES IN THE EARNINGS OF PEKING'S 

OWN SMALL OIL EXPORTS COMPARED 

WITH THE INCREASED COSTS OF ITS SUBSTANTIAL IMPORTS 
OF PRODUCTS DERIVED FROM PETROLEUM. IN THE SHORT-RUN, THE EFFECT 
SEEMS CLEARLY UNFAVORABLE TO THE PRC. THE LONG-RUN EFFECTS WILL 
DEPEND IMPORTANTLY ON THE SPEED WITH WHICH THE PRC DEVELOPS 
ITS OIL RESOURCES AND ITS PETROCHEMICAL INDUSTRY. 
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